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RECENT DEVELOPMENTS

PAUL S.P. Hsu*

Taiwan, Hong Kong, and China:

The Chinese Productivity Triangle**
When discussing the continuing economic development of the Asia-Pacific
region or the advent of the Pacific Century, the major components fueling such
dynamism must be examined. Under such terms, the Chinese Productivity Triangle, comprising of Taiwan, Hong Kong, and coastal provinces in southern China,
cannot be ignored. Prior to the 1980s political barriers limited economic interaction within the Triangle. However, with the gradual opening of the Chinese
mainland through these southern coastal provinces, the economies of Taiwan,
Hong Kong, and the Guangdong and Fujian provinces of southern China have been
integrated into a South China Economic Community that, under a conservative
estimate, has a population of over 200 million.' With further integration and
development ahead, the Triangle is rapidly becoming a significant economic
powerhouse in Asia and is sure to remain a major player in the global economy
of the twenty-first century.
I. The Structure of the Triangle
The success and potential of the Triangle make it one of the most outstanding
examples of regional economic integration in modem times. The key to this
*Senior Partner in the law firm of Lee and Li, Taipei, Taiwan, Republic of China.
**This article is adopted from a speech the author delivered to The Asian Regional Economy:
Growing Linkages, Global Implications, at Taipei International Convention Center, on May 7-9,
1992.
1. Sally Stewart et al., The South China Economic Community, COLUM. J. WORLD Bus., Summer
1992, at 30, 32.
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success is the optimum combination of assets from all three areas: the technological capability and vast financial resources of Taiwan; the marketing, communications, and service strength of Hong Kong; and the abundant land, raw materials,
and cheap labor of southern China.' Within this single economic entity the
strengths and needs of one part of the region can be matched to the capabilities
and resources of the other parts. In essence, by linking up with Guangdong and
Fujian, Taiwan and Hong Kong have found the large hinterland that they have
been lacking. At the same time, Taiwan's enormous foreign exchange reserves
of U.S. $88 billion, the largest in the world,3 have provided China with the needed
capital for unprecedented economic growth. This combination is all the more
important due to the reality of continuously rising operating costs that have been
undermining Taiwan's traditional export competitiveness. As Jiang Ping-kun,
Taiwan's Vice Minister of Economics, stated, "Taiwan depends on industrial
development. We have to upgrade from relying on labour intensive industries to
high-tech ....

"4

This need for change has many factors, such as rising land costs

and annual wage increases of 10 percent, along with a 50 percent appreciation
of the new Taiwanese dollar against the U.S. dollar since the mid-1980s. By
shifting labor intensive industries to China, where the average monthly wage of6
a worker in the Fujian province is roughly 5 percent of a Taiwanese counterpart,
Taiwan has taken the next logical step. In comparison, investment from Taiwan
and Hong Kong has provided capital, manufacturing experience, technology,
market access, and much-needed foreign exchange to the coastal provinces of
China. The result has been an increase in the mainland's foreign exchange reserves
from U.S. $18 billion in 1988 to U.S. $46 billion in April 1992.' The benefits
are also clearly reflected by comparing regional growth rates, which show Guangdong and Fujian significantly outpacing other regions and provinces of mainland
China in terms of industrial, export, and economic growth. A recent study has
indicated that Guangdong's economy has been expanding at an annual rate of 20
percent during the 1980s, while the rest of the mainland has been expanding at
a lower rate of 7 percent. 8 In 1991, however, its growth rate was an extraordinary

2. Yojana Sharma, Asia: "Greater China" Economic Bloc Idea Revived, Inter Press Service,
Jan. 30, 1992 (LEXIS, Nexis Library, INPRES file).
3. Angus Foster, The Problemsof Growing Up: As Its Economy Matures, Taiwan Has to Make
the Switch from Low-cost to High Tech Industry, FIN. TIMES, Oct. 7, 1992 (LEXIS, Nexis Library,
Current file).
4. Id.
5. Id.
6. Taiwan: Mainland China Investment Up Sharply Despite Official Ban-Taiwan Survey, AUSTL.
FIN. REV., Oct. 9, 1992 (LEXIS, ASIAPC Library, ALLASI file) [hereinafter Taiwan].
7. China:Taiwan CapitalFlows Into Mainland,Bus. TAIWAN, Sept. 14,1992 (LEXIS, ASIAPC
Library, ALLASI file).
8. China: Beijing toOpen Market and Attract More Taiwan Investment, Bus. TAIWAN, May
25, 1992 (LEXIS, ASIAPC Library, ALLASI file) [hereinafter China].
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17.2 percent. 9 More impressive, perhaps, is that while this region possesses less
than half of 1 percent of China's land and only 16 million of China's 1.1 billion
people, in 1990 it was responsible for 10 percent of China's exports and almost
5 percent of its total industrial output.'0 Additionally, Guangdong's per capita
income is roughly U.S. $1,230, almost four times the rest of mainland China."
Taiwan and Hong Kong manufacturers began to discover the significant advantages of operating in southern China in the 1980s. During that time Taiwan began
the transition from producing low-cost, labor-intensive goods to manufacturing
advanced technology materials, with a focus on the electronics and engineering
industry. Taiwan's commitment to investment in human resources, especially
education, has paid off in terms of a highly advanced work force. During the 1980s
Hong Kong too shifted from low-end to high-end manufacturing. In addition, it
expanded its role as a key international financial, communications, and service
center, with a particular strength in production management and product sourcing.
A decade ago Hong Kong's manufacturing work-force consisted solely of 900,000
factory workers throughout the colony, with no workers employed in Guangdong. 12 With the development of southern China, Hong Kong's traditional importance as the primary entrep6t for the China trade was further realized. Additionally, the implementation of Deng Xiaoping's "open door" policy with respect to
some of China's coastal provinces resulted in the development of coastal open
cities, along with special economic zones that provided special privileges, freedoms, and tax breaks for foreign trade and investment. The effect has been an
economic boom for southern China, with huge advances in industrial output,
trade, and investment. Such activity has allowed the mainland to become the
world's thirteenth largest exporting country in 1991. 3 Currently, Hong Kong
employs only 700,000 local workers, while up to 3 million are employed in
4
Guangdong province.'
From those beginnings, the growth in trade flow within the Triangle has been
tremendous. During the first quarter of 1992, Taiwan's exports to Hong Kong
increased to U.S. $4.7 billion, a 45 percent increase over the same period in
1991,15 making Hong Kong Taiwan's fourth largest trading partner. 6 Additionally, China and Hong Kong have become each other's largest trading partner and
biggest foreign investor, with China recently investing more than U.S. $10 billion
9. The Story of Kwangtung Province, CENT. NEWS AGENCY, Mar. 2, 1992 (LEXIS, Nexis
Library, CENEWS file) [hereinafter Kwangtung].
10. Fred S. Worthy, Where Capitalism Thrives in China, FORTUNE, Mar. 9, 1992, at 71.
11. Kwangtung, supra note 9.
12. Worthy, supra note 10, at 74.
13. China, supra note 8.
14. Worthy, supra note 10, at 74.
15. Taiwan: Economic Miracle, But Worries on Inflation and Currency Rise-Taiwan Survey,
AUSTL. FIN. REV., Oct. 9, 1992 (LEXIS, ASIAPC Library, ALLASI file).
16. MainlandEconomic Development to Affect Taiwan, Hong Kong, CENT. NEWS AGENCY, May
9, 1992 (LEXIS, Nexis Library, CENEWS file).
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in Hong Kong to convince Hong Kong's business leaders that it intends to allow
capitalism to thrive after 1997.1" This economic relationship is primarily a result
of an early 1980s movement of a large portion of Hong Kong's manufacturing
into southern China to take advantage of China's cheap labor pool. In 1991
two-way trade between China and Taiwan amounted to U.S. $5.8 billion, an
increase of over 43 percent from the year before, with forecasters expecting such
trade to exceed U.S. $7 billion in 1992.18 Crucial to note, however, is that of the
U.S. $5.8 billion in trade between Taiwan and China, U.S. $4.7 billion of Taiwan's exports reached the mainland through Hong Kong.' 9 Clearly, trade flows
within the Triangle are significant. Based on both experience and observation of
the current situation within the Triangle, it is fully expected that in the years to
come the pipelines connecting Taiwan, Hong Kong, and China will continue to
expand as trade flows become more active.
II. The Chinese-Based Economy System
The ties that bind the Triangle together extend beyond pure economics. The
Triangle is the heart of the Chinese-based economy system, an extensive network
of ethnic Chinese stretching across Asia. 20 This network and its business activities
have made the Chinese a formidable economic force in the Asia-Pacific region.
These ties built upon language and blood have opened channels throughout the
Triangle, through which flow money, factories, trade, and managers. Although
the network extends across the entire Asia-Pacific region, the ties are both shorter
and stronger within the Triangle. Roughly 80 percent of Hong Kong's population
has roots in Guangdong and most still have relations there. Taiwan is only about
150 kilometers away from Fujian, and the majority of Taiwan residents are of
Fujian descent. Language bonds are also quite strong. Cantonese is the primary
language for both Hong Kong and Guangdong, and the Fujian dialect is widely
spoken throughout Taiwan. The resulting in more efficient communication simplifies the trading process. Thus, a common background, including ancestry, language, and culture, is one of the fundamental linkages holding together the
Chinese-based economy system. This is especially true within the Triangle. As
Victor Fung, chairman of Prudential Asia and the Hong Kong Trade Development
Council, stated, "[t]he institutions in Taiwan mirror the mainland. They all came
from the same stock. The way of doing things, the cultural affinity is very close. 2
Chinese-based economies within the Triangle possess many of the same characteristics, which has, without doubt, contributed to their common development as

17. Louis Kraar, A New China Without Borders, FORTUNE, Oct. 5, 1992, at 124-25.
18. Lawrence Zuckerman, Taiwan Outlines Its Next Success Story, INT'L HERALD TRIBUNE, June
17, 1992 (LEXIS, Nexis Library Current File).
19. Taiwan, supra note 6.
20. See generally The Overseas Chinese: A Driving Force, ECONOMIST, July 18, 1992, at 21.
21. Zuckerman, supra note 18.
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economic showcases. They have an open mentality towards doing business and
are ready and willing to go after whatever opportunities are available. The
Chinese-based economies skillfully channel foreign investment inward in order
to facilitate local economic development. They successfully blend Chinese talents
and hardworking traditions with daring entrepreneurship. They are both active
in and responsive to the global trade and investment atmosphere. They also
maintain extensive business ties and commercial know-how, remaining remarkably flexible so as to adjust to ever-changing market conditions. Furthermore,
they are extremely pragmatic and easy to work with, willing to share their
strengths with others so as to penetrate new markets or business fields. Perhaps
one of the most important factors that contributes to such successful business
negotiations is the Chinese willingness to rely on and respect personal contacts
with relatives and friends. Such contacts, known as quan xi, give the Chinese a
competitive edge over Japanese and Westerners .22 Observers of Chinese-based
economies may note that many of these features characterize Chinese society, and
this, again, is a reflection of the common background shared by the ethnic Chinese
populating these economies. These common features serve as a pillar for the
tremendous economic development that is occurring within the Triangle.
At this point it may be useful to take a look at what drives the Chinese to be
so visibly entrepreneurial; for this has not always been the case. Indeed, what has
led to this prosperity among practical, productive, business-oriented Chinese
peoples? The answer lies in the occurrence and aftermath of World War II, in
which China, as a nation, was devastated by forces from both the outside and
within. In this period external circumstances forced the abandonment of the
traditional bonds of social structure based on Confucian principles. The high
esteem for scholarship and bureaucracy and the disdain for the military and
merchant class had no place in Taiwan or Hong Kong after World War II. This
phenomenon was driven by the people's demand for survival in an extremely
hostile environment, with family and personal preservation being more important
than any ideology or social ordering. Released from the yoke of Confucian hierarchy and bureaucracy, a yoke that had suppressed their natural inclinations and
talents, the Chinese were finally able to express themselves, especially in the
commercial sphere, without fear of social derision or ostracism. Postwar Taiwan
and Hong Kong, in particular, have prospered tremendously from this form of
entrepreneurial liberation. The full force of this liberation is now beginning to be
felt in the coastal provinces on the mainland. Now that Deng Xiaoping has removed the post-Mao Chinese Communist Party yoke, China is in a position to
join with Taiwan, 'free from its pre-1949 Kuomingtang yoke, and Hong Kong,
free from its British yoke. As such, the floodgates have been opened for the
natural talents and entrepreneurial spirit of the Chinese people. They now have

22. Kraar, supra note 17, at 125.
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the opportunity and the method to realize their true potential. These talents and
spirit exist together in the Triangle, forming one of the reasons for its existence,
as well as the primary fuel for its continued development. With the momentum
of the forces set in motion in the postwar period, the Triangle area has the ability
and resources necessary to make it one of the foremost economic powerhouses
of the next century.23
III. The Private Sector, Not the State,
Takes the Initiative
Another important point to consider when looking at the Chinese-based economy system is the substantial network that it encompasses. Chinese-based economies move rapidly over political boundaries, resulting in a "borderless economy." Nowhere is this more true than in the Triangle. Chinese-based economies
are not motivated by or supported by political force, governmental policy, groups
of powerful industries, or groupings tied through any intertwined political, economic, corporate or legislative framework. The Chinese-based economy system
was developed and is maintained primarily through the efforts of the private
sector. This influence can be seen quite clearly in the Triangle, where there is a
ready flow of capital, regardless of the degree of foreign exchange control; a
ready flow of talent, regardless of nationality; and the strong entrepreneurial spirit
that follows wherever such capital and talent are found.
Despite Taipei's official ban on direct trade across the Taiwan Straits, as of
April 1992 more than 2,582 cases of Taiwanese investment on the mainland,
representing a total capital of U.S. $837 million, have been registered with Taiwan's Ministry of Economic Affairs. 24 The government has also listed 250 items
that can be imported from China and over 3,600 types of Taiwanese products that
can be exported to the mainland.25 Unofficial investment, however, is estimated
to be considerably larger due to such investments being made through foreign
subsidiaries and dummy corporations. Officials say that such de facto investment
may amount to U.S. $3 billion, while others estimate that it may be twice as
much. 26 This official investment is fueled in part by the more than 2,500 Taiwaninvested companies in Hong Kong, of which roughly 90 percent are connected
with mainland businesses.27 In another example of the widespread integration
of the regional economy, 20 percent of Hong Kong's bank notes circulate in
Guangdong.28 Also, estimates suggest that Hong Kong companies employ roughly

23. See generally Sally Stewart et al., The South China Economic Community, COLUM. J.
Bus., Summer 1992, at 30.
24. China, supra note 8.
25. Zuckerman, supra note 18.
26. Id.
27. Taiwan, supra note 6.
28. Kraar, supra note 17, at 126.
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3 million mainland workers in 25,000 factories across the border, three times the
number of manufacturing workers in Hong Kong itself.29 Clearly, the flow of
capital, goods, and even labor evidences the intent to make optimal use of resources throughout the Triangle. This process is obviously facilitated by the
network within the Chinese-based economy system.
As mentioned before, the private sector is the driving force behind the Chinesebased economy system. The same holds true for the Chinese Productivity Triangle. Fundamentally, the private sectors of the various economies in the Triangle
have joined together to move ahead across political boundaries to form an integrated regional economy, outside the purview of the government. This cooperation makes for an efficient trading and investment environment, reflecting the
dichotomy between the government and the private sector in terms of comprehending and adapting to economic realities. Indeed, in most instances, an educated
private sector is more attentive to and has a deeper understanding of the trade and
investment situation in a given area. As such, the private sector operates both in
tandem with and, more often, ahead of the policymakers in taking advantage of
economic resources and opportunities. By opening China's domestic market to
private foreign investors, inefficient state-run enterprises will be forced to compete against powerful foreign competition. 30 An autonomous and energetic private
sector has provided the foundation for the integration of the economies of the
Triangle and continues to serve as the primary engine running their development.
The best example of this dichotomy lies in mainland China, where the disparity
between the quasi-private sector and state enterprises exemplifies how the government lags behind the private sector. Indeed, the size and dynamism of China's
private sector is indicative of the need for nongovernment direction of the economy. Because of the open door policy in southern China, Guangdong and Fujian
have become consumer societies in most respects, and only the private sector can
satisfy their wants.3 In any comparison of the performance of private enterprises
and state enterprises, the outcome is always the same, with state enterprises
trailing in every category. This polarity is particularly evident in China's consumption pattern. In food and consumer items where private enterprise is predominant, China consumes like a much richer country than it is. However, in items
provided by state enterprises it lags far behind.
In another example, Taiwan business executives, rather than the government,
are leading efforts to promote direct links with China. As a result, while the issue
of direct trade and investment across the Taiwan Straits is still guided by politics,
rather than commerce, the trend is slowly shifting. The government in Taiwan
is under significant pressure from business interests to open trade and, as such,
is loosening constraints on indirect commercial relations with China.
29. Id. at 125.
30. China, supra note 8.
31. Worthy, supra note 10.
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The basic point of both the China and Taiwan examples is clear: the differences
in the public and private sector responses to changing realities are significant.
The private sector, not the government, clearly is setting the agenda for the future
of the Triangle. To this end, the role of the private sector is critical to the continued
success and development of the Triangle area.
The contributions of the private sector to the development of the regional
economy cannot be understated. Private industry in both Taiwan and Hong Kong
is playing a growing role in southern China's emergence as a major export processing zone. More specifically, businessmen throughout the Triangle are the
impetus of a new economic revolution in this region. The crossing of borders and
penetration into new areas to take advantage of various resources and capabilities
is not a government-sponsored phenomenon, but a private one, supported by a
mutual desire for regional economic development and a prosperous future. The
businessmen are truly the new visionaries, plotting a new course not only for the
Triangle, but for the Sleeping Dragon itself, China. The private sector of the
Chinese Productivity Triangle has been the force propelling regional economic
integration and fueling the economic explosion in southern China.
At least 80 percent of foreign investment and foreign trade in Guangdong comes
from private Hong Kong interests. 2 The private sectors in both Taiwan and Hong
Kong realize that the enormous potential of the Chinese mainland has only begun
to be tapped. Accordingly, they are forging ahead in building ties and links in
China. While Taiwan-Hong Kong investment is not as dramatic as investment in
China, it also is proceeding through the mechanism of the private sector, mostly
in the area of banking and finance. Taiwan banks recently have been allowed to
operate in Hong Kong, which will not only facilitate Taiwan's trade with China,
but upgrade its international banking structure.
However, the private sector's vision is not limited to economics. In reality, it
reaches into the very heart of the political sphere. Even now, the economic
strength of the coastal provinces is eclipsing the central government's influence
over China's periphery. Many of China's key players believe that, fueled by
the increasing level of commercial contacts, political change can emerge as a
consequence, rather than a determinant, of economic growth. Endorsing such
change, Li Boxi of the Beijing State Council's Research Center for Economic,
Technological and Social Development stated: "If the Asia-Pacific region wants
to become a nucleus of economic growth in the 21st century, it has to increase
cooperation among the countries and ultimately form an economic coordinating
organization." 33 This is an unorthodox prospect since it permits external forces
to drive economic reform, which eventually will supersede political forces. Where
some may find this view to be rather striking, a similar scenario has already been
acted out in Taiwan, where economic growth has made old-style politics obsolete.
32. Id. at 75.
33. Sharma, supra note 2.
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The result is the steady advance of democracy in Taiwan. Many feel that the same
engine, a strong and independent private sector, has the potential not only to
change China, but the global Chinese community.
IV. The Chinese Productivity Triangle:
Fifty Years from Now
At this point the author would like to look towards the future, fifty years from
now. What would a historian in the year 2043, looking back on the Chinese
Productivity Triangle phenomenon, see as transpiring during the last fifty years?
Probably such a historian would note that the trends starting in the 1980s, that
is, the loosening of trade and investment restrictions, continued as mainland China
gradually opened up. Development would have spread from the southern coastal
provinces to the northern and central parts of China, strengthened by the complementary nature of the economies in the Triangle. Although political barriers would
have hindered economic development to a certain extent, the momentum of the
private sector machine would have already been too strong to be stopped, as the
machine rolled over ideological and territorial boundaries. Indeed, the high level
of cooperation between the private sectors of the Triangle would be the driving
force behind full regional integration as political interests were forced to yield to
commercial ones.
Still in the year 2043, what does our future historian see? Political ideologies
have become a nonfactor in the face of economic reform and development. Instead, growing financial strength, an educated talent pool, advanced technology,
high mobility among economic communities, and a strong entrepreneurial spirit
have transcended any political roadblocks to full regional integration. Indeed,
between Taiwan, Hong Kong, and China trade, information, capital, labor, and
technology flow freely. Within the region itself a highly advanced financial center
has developed to facilitate trade with other parts of the world. Furthermore,
China has achieved greater wealth accumulation and significantly higher living
standards, as it takes its place in the circle of developed nations. Perhaps even
more important though, is the realization of the private sector vision. For with
full regional economic integration and the corresponding exposure to outside
political influences, the old regime has become obsolete to a new generation of
Chinese. Economic interests have superseded, even dominated political ones, and
in doing so, have pulled China into the twenty-first century. 34 This vision of
Singapore's former Prime Minister Lee Kuan Yew has proved correct: "What
Hong Kong and Taiwan have done, China will be able to do when she has3moved
5
completely into a market economy without subsidized state industries."

34. See generally Harry Harding, The Emergence of GreaterChina:How U.S. Policy Will Have

to Change, J. Am. CHAMBER COMM. IN H.K., Oct. 1992, at 11.
35. Louis Kraar, Asia 2000, FORTUNE, Oct. 5, 1992, at 111.
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Returning to 1992, this author firmly believes that today's trends point to that
outcome for tomorrow's China. The process set in motion in the 1980s is rapidly
gaining momentum in the direction of that prediction. Every day, the bonds
between these three economies of Taiwan, Hong Kong, and China grow stronger.
Absent any significant political interference, trilateral flows within the Triangle
will increase. As the Chinese Productivity Triangle continues down this path
towards full economic integration, the range of interaction will expand correspondingly. The road to definitive and substantive changes is now being paved,
but there is also a significant margin for deviation from this path. Measures must
be taken to expedite and facilitate the process that has been described. To this
effect the author would like to make some general recommendations, addressed
to both the government and private sectors.
(1) All measures should be taken to encourage the fostering of a healthy,
strong, and influential middle class, and this should be one of the primary targets
in considering economic trends and issues in this region.
(2) The economies of this region should share with one another the substantial
experience they have accumulated in enhancing trade liberalization, opening the
market for two-way commodity and service trade, enhancing the trade balance
with other major trading partners, protecting industrial and intellectual property
rights, and amending laws, regulations, and other policy measures deemed to be
unfair trade practices by international standards.
(3) The private sector best understands the market's needs. Input from private
sectors in the region should always be solicited because the future economic,
social, and political stability in the region depends much on the willingness of the
private sector to continue its contribution to regional economic development by
way of international trade promotion and cross-border investment. Fostering
suitable environments and infrastructures to accommodate such trade and investment activities within the region is of vital importance.
(4) To recognize the importance of entrepreneurship in medium- to small-sized
industries in enhancing continued investment and trade activities, programs with
a special emphasis on motivating medium- to small-sized industries should be
established to accelerate cross-border trade and investment activities in the region.
(5) Western industries should be sufficiently localized in Asia to join hands
with local Asian industries to improve local infrastructures. Western industries
should also establish interlocking cross-border networks with Asian industries,
both in Asia and in European and North American trading blocs, to replace
regional competition with regional economic integration through trade and investment cooperation. This avenue is probably the most effective method for gaining
access to markets, capital, talents, and other tangible and intangible sources in
and available throughout Asia.
By following these general guidelines, the process of full regional integration
of the Triangle and its aftermath can take place more smoothly and will be more
successful.
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